
Do not distribute without permission.

1

NEPSIS RETIREMENT SERVICES™

(952) 746-2003 • Fax: (952) 746-2006
8674 Eagle Creek Circle, Minneapolis, MN 55378
www.InvestWithClarity.com  |  Blog: www.InvestingWithClarity.com

©Copyright 2021. 
Advisory services offered through Nepsis Advisor Services, Inc.: 
An SEC Registered Investment Advisor.

RETIREMENT SERVICES

(Continued next page.)

As many of you know, in an attempt to better explain the construction of our portfolio models for  
a given forthcoming calendar year, we develop an acronym that describes various “sub-themes”  
that need to play out for our thesis to come to fruition. For example, the theme for the year 2020  

was the word V.O.T.E. with the V standing for the Virus and E denoting the Election in November. 

Both themes fortunately came to realization with the virus coming under control and the election results 
being finalized. All-in-all, it was a decent year for equity investors who stayed the course. For the calendar 
year 2021, our theme once again begins with the letter “V.” However this time it has a dual meaning in that 
the acronym has five specific components while at the same time references Value Stocks as opposed to 
Growth Stocks.
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V.A.L.U.E. 
Value stocks, after a decade of dramatically underperforming Growth stocks, finally look poised to  
outperform. Historically, when the economy is buoyant based on increasing employment, modest  

inflation, fiscal stimulus and accommodative monetary policy, Value tends to outperform  
Growth. Our proxy for Value stocks, the iShares Value Factor Index (ticker VLUE), is up  

+19.36% vs. +0.92% our proxy for Growth stocks, the iShares Momentum Factor  
Index (ticker MTUM). Returns quoted are YTD as of 03/15/2021  

and via the following link: https://www.morningstar.com/

• Vaccine distribution, execution and efficacy will be vital points for the capital markets in how COVID-19 is managed. 
 Certainly not only for the sake of society in general but for commerce to function properly, the “markets” must have  
 confidence in the ongoing outcomes. We are using the official Centers for Disease Control (CDC) website for statistics  
 on the progress https://covid.cdc.gov/covid-data-tracker/#vaccinations. As of March 15, 2021, there have been 111  
 million doses of vaccines administered. 

• Alternatives to fixed coupon bonds, also known as Floating Rate Bonds, tend to outperform in a rising rate environment.  
 It is our belief that Bond investors underestimated the strength of the recovery and the effect that Fiscal and Monetary  
 Stimulus would have on Economic Growth, leaving rates abnormally low at this point in the Cycle. As of March 15th,  
 Floating Rate Bonds as measured by ticker FLOT are up +0.30% vs. Long-term US Treasury Bonds as measured by TLT,  
 which have a return of -13.03%.

• Laggards or sectors that underperformed in 2020 to become the outperformers in 2021. This would include sectors like  
 Financials, Consumer Cyclicals and Industrials, which are now on a percentage basis our second, third and fifth largest  
 contained in our models. Financials as measured by the ticker XLF Index are up +17.27% vs. the S&P 500 at +6.03%.

• US Dollar we believe is in a decade of decline and requires a hedge to protect against purchasing power erosion. Several  
 ways investors can protect themselves include owning commodities priced in Dollars and by owning International stocks  
 while taking advantage of the currency translation effect. The Dollar as measured by ticker UUP is down -9.84% over the  
 last trailing one year basis as of March 15th. Commodities as measured by the DBC Index are up +18.10 for the YTD  
 period ending March 15th. 

• Earnings Growth is the ultimate guidepost for equity prices, as over the long-term, they typically appreciate at their EPS  
 growth rate plus the dividend yield, if paid. According to consensus analyst estimates as of March 15th for calendar  
 yearend 2021, EPS on the S&P 500 are expected to grow at a rate of +23% from $141 in 2020 to $174 for 2021. Based  
 on consensus 2022 yearend EPS of $202, said earnings are expected to grow at +16%.

OUR V.A.L.U.E. THEME FOR 2021… ON TRACK TO DATE   (Continued from last page.)
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REFLECTIONS ON THE ROMAN CALENDAR – As we  
transition our thoughts as expressed above in the lead  
article regarding our V.A.L.U.E. Theme for the year 2021,  
we take a very intriguing look at the Roman calendar.  

According to Wikipedia at https://en.wikipedia.org/wiki/Ides_of_March  
the "Ides of March” (pronounced “aIdz”) is the 74th day in the Roman  
calendar, corresponding to March 15th. This important day on the  
calendar was marked by several religious observances and was  
notable for the Romans as a deadline for settling debts. In 44 BC, it  
became notorious as the date of the assassination of Julius Caesar  
which made the Ides of March a turning point in Roman history.” 

Before anyone transitions to the next article and wonders if we have completely lost our minds, let us explain the connection between 
the Ides of March and returns on stocks. According to the great research folks at Bespoke, the date of March 15th has been quite an 
important date as to how one gauges the remainder of the year as far as stock prices are concerned.  

RESEARCH FROM BESPOKE  – unearthed the following connection between the two:

 • The S&P 500 based on ticker IVV is up +6.03% through March 15th.
 • YTD returns up to the "Ides of March” date of March 15th when they have fallen between +5-10% 
  have been a very good indicator of the rest of the year.
 • Going back 65 years to 1956, there have been 16 years in which the S&P 500 has been up between  
  5-10% YTD through March 15th. 
 • The index has only traded lower for the rest of the year once, and that was in 1956.
 • For the remaining 15 times, the S&P 500 has averaged a gain of 14.77% for the rest of the year  
  when it has been up between 5-10% YTD through March 15th.     
 • If we pivot to the “Modern Era” of investing since 1990, there have been four years that have seen  
  the S&P gain between 5-10% through March 15th. 
 • The years have been 1995, 1997, 1999 and 2017.  The rest-of-year returns in each of these years  
  ranged from +12.09% in 2017 to +25.22% in 1995.

So what does this mean for investors? Well for starters, it certainly doesn’t guarantee anything. However, like other historical  
references, it provides us with perspective on past patterns that seem to have repeated themselves over the longer term. Will the 
“Ides of March” relationship between pre and post-March 15th performance of the S&P 500 work for the year 2021? Only time will  
tell of course, but you have to admit, for history buffs it is a pretty neat connection, wouldn’t you say?

IDES OF MARCH
Nepsis Investment Committee
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One way to mitigate this tax erosion is to perform Roth IRA conversions.  
In contrast to Traditional IRAs, Roths do not enjoy pre-tax contributions,  
but all growth and distributions are completely tax-free (provided IRS  
requirements are met). A Roth conversion effectively counts as a 
withdrawal which results in current taxable income, but all future growth 
and distributions are tax-free. This creates flexibility in your retirement  
cashflow and allows you some control over your level of taxable income,  
which affects the amount of Social Security that is taxed.

Roth conversions can be especially powerful for creating income tax-free inheritance. Inherited IRAs must be distributed
within 10 years. If those are pre-tax IRAs, the consequence is taxable income. Not only is there tax erosion of the inherited
account, the higher level of income can result in a reduction or elimination of tax deductions, leading to further taxes. An
inherited Roth IRA must still be distributed within 10 years, but the income is tax-free. There are many considerations in
executing Roth conversions, so be sure to work with your advisor.

As we have previously discussed, the embedded income taxes within Traditional IRAs and 401(k)s never go away, even
when your account is inherited by your heirs. The tax deferral provided by these accounts can be a great advantage in
growing your retirement funds. However, you need to remember that those taxes must eventually be dealt with.

A great tool for mitigating these tax consequences is to utilize a “wealth replacement” trust, also called an Irrevocable
Life Insurance Trust (ILIT). The idea is to take annual distributions from your IRA, just like taking a periodic income  
stream, and put that money into the trust. Those funds purchase a life insurance policy that leverages the amount that  
is eventually paid out to your heirs, and because the payout is from life insurance, there is no income tax due.

This allows you to pay income taxes as you go on just the annual distribution, and the overall tax burden is shifted away
from your heirs. In some cases, the source IRA is left to charity instead of heirs, because the charity will pay no income
taxes and the net inheritance has already been funded by the trust. This is especially effective for large estates, as the
strategy further allows the opportunity to minimize estate taxes. As with any sophisticated strategy, it is very important
to consult a qualified attorney and financial advisor before implementing any of these ideas.

Disclaimer: Please note that Nepsis, Inc. is not a tax advisor; the preceding items are suggestions that you may want to consult with your tax advisor 
about before making any decisions.

Traditional IRAs and 401(k)s provide considerable  
tax advantages via pre-tax contributions and tax- 
deferred growth. However, income taxes are  
deferred, not avoided. When withdrawals are  
eventually made, they count as taxable income.  
Those embedded taxes never go away, even when  
your account is inherited by your heirs.

MITIGATING IRA TAX EROSION
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MODEL ALLOCATION WEIGHTINGS

MODEL FOCUS

Academic studies support the thesis  
that asset allocation is the greatest  
determination (on a percentage basis)  
of a portfolio’s variation in price. Further-
more, the results suggest that activities  
such as trading and security selection  
amount to only 5% in total of a portfolio’s  
price variation. This states the importance  
of setting the proper asset allocation in the 
modeling process. For Q2 2021, despite the parabolic ascent of stocks from the sell-off over the last year, we continue to view them  
as the most appealing asset class from a risk/reward perspective. 

As it pertains to Bonds, we remain underweight the benchmark in all models, and with the expectation of rising rates, they will  
experience nominal returns in our estimation. On the other hand, Cash weightings in all Models are higher than the Benchmark, are 
being used as a hedge against stock market volatility and are within a 3-7% range of ownership. Lastly, the 5% weighting in each  
Model represents our position in Commodities, which also is used as a hedge against rising rates. In the Chart above, Green signifies 
weightings that are greater than the Benchmark, Red are weightings lower than the Benchmark and Yellow signifies a weighting  
within 3% of the Benchmark. On a relative basis, Other (Commodities) and Cash remain the highest relative percentage overweight, 
followed by Stocks and lastly Bonds.

Source: Morningstar

In addition to the importance of asset allocation, there are areas of the market that we believe have the ability to outperform for Q2  
of 2021 and that should remain as tactical overweights for the near-term future as well. Based on our Core Moderate Model they are:

 •  Small-Cap Stocks - As shown in the Equity Style  
  Boxes (Q2 2021 Moderate Model on the right),   
  at 16%, the percentage of Small Cap Stocks will   
  be 2.7X the 6% weighting in the Benchmark.

 •  Short Duration Bonds - In an attempt to protect  
  against an undeniable rising-rate environment,  
  we have lowered duration from 2.73 to 0.66,  
  which is dramatically lower than the Benchmark’s 
  duration of 6.63.

 • Lower Credit Quality Bonds - with an expanding economy and continued government stimulus, we believe the probability  
  of default is minimal. In an effort to increase yield, through the use of Bank Loans and High Yield Floating Bonds, we have  
  reduced the Average Credit Quality from BBB to B.

Source: Morningstar
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Usually, if the chart registers a number near 70 or greater (early-September), it means the market is overbought, and one is  
to expect a pullback. On the other hand, if the market registers an RSI closer to 30 (October 31, 2020), it means the market is  
oversold, and an expected rally may ensue. At a 63.53 reading, the RSI shows that market momentum is considered getting  
closer to overbought, indicating a likely pullback is nearing over the next several months.

• Definitive market action to the upside showed the battle between Bulls and Bears was profoundly won by the Bulls in  
 Q1 2021. At this point, the overall market reflects a very bullish posture as stated above, as the S&P 500 is sitting right  
 near its all-time high. The S&P 500 Index has recovered 147% of the 35.5% drop. It reached its three-year bottom of  
 2,190 on March 23, 2020, as the Bear Market of last year may just be the shortest on record.

• The Breadth of the market (how much volume was recorded on up days vs. down days) can be seen as bullish, as days  
 of steep inclines saw greater volume than those days of retreat. The MACD (Moving Average Convergence/Divergence  
 Oscillator), shown at the bottom of the chart, is a trend-following momentum indicator that shows the relationship  
 between two moving averages of prices of different time frames.  When the black line crosses over the red line to the  
 upside as it did in early March, it signaled the forthcoming market strength which in fact occurred over the first two  
 weeks of March and looks to continue in the near-term.

CHART ANALYSIS

Source: StockCharts.com

Charting prices gives investors greater
Clarity into our macroeconomic
viewpoints, as we present technical
analysis regarding the psychology
and sentiment of the market.  
 

To many casual observers, this chart is not  
very meaningful; however, to the trained eye,  
it provides much insight as to the status of  
the overall market. One can see from the  
chart to the right that the six-month intraday 
high low of 3,981 was reached on March 15th, 
the drafting date of this report. The six-month 
low is represented by the double-bottom mark 
of 3,271 reached one week before the Election  
Day of November 3, 2020. At the top of the 
chart, it tells us how much momentum the  
S&P has compared to its last 14 trading days.    
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As we reflect on Q1 2021, we, like any investment manager, take time to ascertain what has worked and what hasn’t. Certainly, our overweight  
position in stocks allowed our portfolios to move to the upside, as Value Stocks finally started to outperform their Growth brethren. Our under-

weight position in intermediate to longer-term government and high-quality corporate bonds also helped performance. On the other hand, our 5% 
weighting in Gold as our Commodity play detracted from performance, as other commodities and cryptocurrency took center stage. If we step  
back and make a true assessment of the situation before us and the vast changes our society will likely undertake, we must be prudent in how we  
approach the future. What last year’s indiscriminate sell-off permitted us to do was to recalibrate the portfolio from the ground up, allowing us to be  
exceptionally “choosey” in how we repositioned the portfolios. It is for that reason that we instituted many more changes than normal, as we both 
took advantage of what appeared to be a negative short-term situation and hopefully turned it into a beneficial longer-term solution for our advisors  
and investors alike. Let’s not kid ourselves: change of any kind is never easy, and in many instances is difficult for most of us. In anticipation of a  
dramatically changing world, as far as large public interaction is concerned, we believe we would have been extraordinarily remiss and inattentive  
if we had not made the sweeping adjustments to the portfolios. In an effort to keep pace with a world that in many aspects is changing at a rapid 
pace, we must always be about the business of looking ahead at least one quarter. In closing, if our V.A.L.U.E. theme for 2021 continues to come to 
fruition, we will likely be witnessing continued rising interest rates, increasing inflation, a declining US Dollar and vaccine distribution accelerating  
the reopening of an already buoyant economy. We would not be completely transparent if we did not admit our disappointment in how the pricing 
action in Gold has reacted to the current landscape. Whether it is the popularity of cryptocurrency or other driving forces, Gold has not followed its 
historic pathway since we officially added it to portfolios in May 2020. Because we give major portfolio changes one year to take hold, we have  
decided to hold off on replacing Gold this quarter. It is however officially placed on the watch list, as we look to possibly replace it with a broader-
based commodity fund. Another potential change for Q3 would be to consolidate the remaining Mid/Small Next-Generation Growth ETFs we added  
in May 2020 into one fund. Stay tuned for further developments. As we move to Q2, it is the Economic Recovery that remains in focus. Our hope is 
that we have articulated our thoughts on various outcomes as to what, if any, changes would be forthcoming following the results. Thanks for your 
continued partnership, as we vigorously keep our finger on the pulse of the economy and manage through this crisis together!

REPORT SUMMARY

The Clarifier Advisor Newsletter is published quarterly by Nepsis Advisor Services™ located at 8674 Eagle Creek Circle,  
Minneapolis, MN 55378.  Nepsis Advisor Services™ is an SEC Registered Investment Advisor.  The publisher of this  
newsletter is not affiliated with any mutual fund or mutual fund association.  Data contained in the report is gathered  
from reliable sources, although completeness and accuracy cannot be guaranteed.  Performance results do not take into 
account any tax consequences and are in and of themselves not predictive of future results.  The publisher is only providing 
impersonalized advice that is not tailored to the needs of any specific subscriber.  The publisher does not give investment  
advice or act as an investment advisor, or in a fiduciary role.  This publication may not be reproduced or retransmitted in 
whole or in part without the express written consent of the publisher.

Why the Clarifier?  
What makes the Nepsis Clarifier different from most research services offerings is our determination to filter through the noise of 
the marketplace allowing investors to reach a “State of Clarity”. The difference-maker in our minds is our commitment to provide 
clear and succinct information which helps our readers gain “Clarity”.   
We believe the original intent of the creation of the stock market was to allow the everyday person the ability to gain access to capitalism and 
the American Dream through the direct ownership of great publicly-traded businesses. Unfortunately, that spirit has been greatly lost in the murk 
and clutter of today’s fast-driven society.

Many investors follow advice from a co-worker, a relative/friend or simply use the 1/nth approach where they own each offering in the line-up 
simply divided by the number of choices. These methods ultimately lead to a state of ambiguity, complacency, fear and ultimately frustration. 
Many give up and move their money to cash using the mindset that, “At least I can’t lose anything.” We feel deeply saddened by this thought 
process and do not blame the investor, but the environment created by our industry. 

The Clarifier does not attempt to forecast the market, follow popular trends, or be swayed by fancy investing gimmicks. The Clarifier seeks to 
move away the clutter from the investment process and create a clear and concise message about how portfolios are being managed.


